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ABSTRACT
JANE CAROL FIELDEN: Analysis of Financial Accounting Procedures and Reporting Topics
This thesis contains a series of case studies completed throughout the 2017-2028 school
year. These case studies divulge into theories and concepts within financial reporting and
accounting. By completing this series of cases, I not only saw how transactions were made due to
real-world scenarios, yet also learned why we make these journal entries. The purpose of this
research was to become familiar with everyday accounting concepts and how to use them for
more complex situations. This thesis will be quite different than most theses submitted to the
Sally McDonnell Barksdale Honors college, as this covers a wide-range of topics rather than a
specific, detailed topic. This wide-range of topics includes financial statements for various
companies, research of various financial databases, and other financial theories. The method for
this thesis was to complete each weekly case on my own ideal’s and research. Each case took
time and thought, as I realized this was apart of a greater body of work. After completion of all
these cases, this thesis is a revised compilation of all the researched information. All this work
was completed in a group setting with fellow accounting classmates within the Honors College.
There were multiple benefits this class had to offer, such as time management. This class
taught me better time management in the sense we would receive two to three weeks for each
case. We had to complete these cases on top of normal classwork and other assignments. This
class also taught me critical thinking skills. Every case presented unique and different processes
of thought that had me thinking outside my typical range of thought. I believe these critical
thinking skills not only helped me in other accounting classes, yet they also helped me during my
accounting internship when I was placed into real-world settings. The group aspect of the class
was the biggest benefit in my opinion, as I made lasting relationships with my classmates and
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peers. This group setting also helped me build off others’ discussion to further divulge into the
subject I was researching. I believe these relationships will help me later in life, as I can build off
this foundation with future job offers and potential clients.
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CHAPTER 1: Glenwood Heating, Inc. and Eads Heaters, Inc.
Part A
1. In comparing Glenwood Heating, Inc. and Eads Heaters, Inc., Glenwood Heating, Inc.
has proven to be the more beneficial company, and would be recommended to investors
and creditors, rather than Eads Heaters, Inc. This research comes from the analysis of the
following financial statements, in compilation with the Net Income and Liabilities
between the two companies. In Figure 1.1 below, Home Heaters, Inc. equivocates both
company’s transactions into one general recording. In the Home Heaters, Inc. evaluation,
there is no difference for both companies, as both have equal transactions.
2. Home Heaters, Inc.’s financial information was then separated into Glenwood Heating,
Inc. and Eads Heaters, Inc. With the concentration based on Glenwood Heating, Inc.,
additions to recording information was included, for example in Figure 1.2, an Allowance
for Bad Debts, Accumulated Depreciation, and more Expense accounts were added. With
that being said, though more liabilities were collected by Glenwood, the company
managed to offset their higher liabilities by maintaining their assets and retaining high
equity.
Part B
1. Basically, shown in Figure 1.3, Glenwood’s Assets and Owner’s Equity outweigh the
declining liability accounts, therefore, stating that Glenwood would be the ideal company
in which to invest, as it yields a higher profit. Later, Glenwood will be compared to Eads
Heating, Inc., with Eads Heating Financial Statements shown on pages 7-8, in Figures
1.12 through 1.14. These financial statements will further prove that Glenwood would be
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the better option to invest in. Glenwood’s Trial Balance further proves their transparency
in Figure 1.4, showing their balance in debits and credits.
NOTE: ALL RELATED FIGURES CAN BE FOUND AT THE END OF THIS CHAPTER
Part C
1. In comparing Glenwood Heating’s financial statements with Eads Heaters, Glenwood’s
Net Income is greater than Eads in their retrospective Income Statements, shown in
Figures 1.6 and 1.12. In Figure 1.12, Eads has incurred more bad debt than Glenwood
and also incurred more cash as well. Though more cash results in a greater amount of
assets, cash is a declining asset, as today’s market is based more on credit transactions.
Not only is cash declining, Eads bad debt does not outweigh the assets.
2. Another comparison between the two companies shows how Glenwood purchased the
lease for equipment for $16,000, proven in Figure 1.4. Eads, on the other hand, decided
to lease the same equipment for a year at a time instead of paying up front like
Glenwood, resulting in recording lease payable of $8,640 and an interest expense of
$7,360 both as a credit. These liabilities cumulate to $16,000, just as Glenwood, yet Eads
also incurred a depreciation on this lease. Overall, Eads’ yearly-payment plan for leasing
the equipment will end up costing more money than initially paying for the whole lease
up-front, as Glenwood did.
Part D
1. From this case, I have learned even though assets are an important part of a business or
corporation, expenses and other liabilities can influence and decrease the company’s
worth. I also have learned to use Excel in a more efficient and timely manner, which I
will use these newly acquired skills for future cases and work experience. I hope to
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further build my analytic skills in future cases, and learn to recognize the more important
aspects of determining whether a business can be profitable.

Figure 1.1

Figure 1.2
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Figure 1.3

Figure 1.4
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Figure 1.5

Figure 1.6
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Figure 1.7

Figure 1.8
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Figure 1.9

Figure 1.10
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Figure 1.11

Figure 1.12
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Figure 1.13

Figure 1.14

13

CHAPTER 2: Molson Coors
Part A:
1. In analyzing Molson Coors Brewing Company, the main focus was analyzing the
company’s Income Statement. A classified income-statement was provided to be a more
in-depth source to potential and current creditors and investors. During this case, terms
that are included in a normal income statement become more apparent, and the reasoning
of why these accounts, such as revenues and gains, are established on the income
statement. The major classifications, shown in letter “a”, were reiterated constantly as
sources from the main operations of Molson Coors. The difference between net income
and then comprehensive net income was established, by explaining that comprehensive
net income includes all changes in equity during a period except those resulting from
investments by owners and distributions to owners, while normal net income comes
straight from main operating activities.
2. A special account that I have personally never seen before was a Special item, net
account, including a more in-depth explanation in letter “f” of the report. This account is
unique because it stems from events that management cannot control, such as flooding
and termination expenses. These events are normally non-recurring gains or losses that
are not incorporated with the main operating activities of Molson Coors Brewing
Company.
3. This case has also given me the opportunity of forming a Statement of Comprehensive
Income, which further imprinted the process in my mind. By mentally finding this
number using the formula, it became more apparent of why these accounts were not
included in the normal Income Statement. Accounts such as unrealized gain on derivation
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instruments and Special Items, net affect the Statement of Comprehensive Income, which
are accounts that are events that come up for the events of external and internal affairs.
These affairs include management of employment to weather affairs that affect the
company.
4. This case allowed me to further expand my experience and knowledge on deciding which
accounts appear on the Income Statement, and why they appear there. I was able to
determine the differences between persistent income and comprehensive income, and
also why each either are on the Income Statement because of their source of income.
Non-main operating income should not appear on the Income Statement because they are
non-recurring events or are from non-owners so it does not faithfully reflect the main
basis of the company. Reporting this way show the transparency of the company and the
faithful representation Molson Coors Brewing constantly provides.
5. I will further use these skills I have compiled of measuring comprehensive income,
effective tax rate, and net income. I will further use these skills when creating a
company’s Income Statement, as the report is one of the main financial statements a
company uses. I hope to further understand the meaning of each account on the other
three main financial statements in further cases.
Part B:
1. Major Classifications on an Income Statement:
a. Revenues
b. Expenses
c. Gains
d. Losses

15

e. Net Income
2. Companies are required to provide “classified” income statements to be more in-depth
and detailed. They help organize the income statement by classifying the different types
of revenues and expenses. This helps various investors and creditors understand and
properly use the income statement.
3. Financial statement users may be interested in a measure of persistent income because it
is a constant and reliable value of income that can be used to make future estimates and
use to plan into a budget for future periods.
4. Comprehensive income, by definition, “includes all changes in equity during a period
except those resulting from investments by owners and distributions to owners”. This
differs from normal Net Income by adding all the gains and losses that are not include in
the Net Income, but still affect stockholder’s equity. These non-owner changes in equity
that effect gains and losses are normally called Other Comprehensive Income, which is
used in determining Total Comprehensive Income.
5. Sales and Net Sales differ by Net Sales includes the deducting taxes and other expenses
incurred during a period that take away from the revenue of Sales. Molson Coors reports
these two items separately to show the true amount of revenue they sold within each year,
and then list Net Sales to show what they produced after Excise taxes.
6. “Special items, net”:
a. Molson Coors includes certain items that they as a company cannot control such
as external issues like infrequent items, intangible asset impairment, flood loss,
and employee-related charges, such as restructuring and termination benefits.
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b. These non-recurring losses are typically included in The Pro Forma is normally
biased to emphasis the good affects towards a company, yet here Special Items is
a loss for Comprehensive Income. Though this loss of $200 is reported on the
Income Statement, Molson Coors puts all the smaller details of that unrealized
holding loss into their notes. Since this is a non-recurring loss, the company
doesn’t place this loss into the Income Statement because when comparing from
year-to-year, this specific loss would not be material. The Special items account is
still reported because of the Full-Disclosure Principal, yet investors are taught to
normally ignore this section of the Income Statement. I would agree that special
items should be classified as operating expenses, as many of the costs Molson
Coors incurred had been from internal affairs, such as termination benefits and
other employee-related charges, and also external affairs that come along with
owning a business.
7. Other income (expense) differs from Special items, net as in the Other income (expense)
is not specifically related to the brewing of beer, which is Molson Coors’ main operating
activity. Special items, net differs in the sense that though this expense account may not
affect the main operating activity, it is not a recurring loss that the company endures. The
Other income (expense) account may happen again, as it includes accounts such as
“bridge facility fees” that could incur again in a future period.
8. Statement of Comprehensive Income:
a. The amount of comprehensive income in 2013 that is attributable to Molson
Coors Brewing Company is $760.2 million. This amount compares to the net
income in 2013, which was $567.3 million, with a $192.9 million gain. This

17

greater income fluctuates from the normal net income, as it includes all the nonowner accounts within the comprehensive income.
b. The difference between net income and comprehensive income is that the
comprehensive income account includes other comprehensive income, which are
non-owner changes in equity that bypass the income statement. Some of these
accounts included by Molson Coors Brewing Company are unrealized gain on
derivation instruments, ownership share of unconsolidated subsidiaries’ other
comprehensive income, and a reclassification of derivative loss to income. Most
of these accounts are all unusual, and may not occur again in a future period.
They all relate to one another as they are all adjustments to income, and most of
them relate to employee affairs.
9. Consider the information on income taxes, in Note 7.
a.

Molson Coors’ effective tax rate in 2013:
Effective Tax Rate =
Effective Tax Rate =

Income Tax Expense
Pre-Tax Income
84 f
654.5

= 12.8%
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CHAPTER 3: Pearson Receivables
Part A:
1. In analyzing Pearson Company, accounts receivable was thoroughly reviewed. The
United Kingdom uses different terminology for accounts receivable, such as the term
“provision”, which translates to “accounts” in United States business terminology.
Though this terminology was provided in this case, all terms have been translated into
United States terminology, as we believe our analysis will be used by American business
professionals. Though the terminology has changed, all the currency still stands in Euros,
which is currently used in the English Market.
2. In this case, an English business specializing in education, business information, and
consumer publishing needs to analyze their receivable accounts, and then further make
estimates for uncollectable accounts.
3. A consolidated income statement, consolidated statement of comprehensive income, and
consolidated balance sheet were the financial statements provided, along with a footnotes
section. This section further went into detail of the company’s revenue recognition,
leases, dividends, and non-current assets and liabilities held for sale. Though these notes
weren’t fully utilized during the evaluation of the case, the financial footnotes are always
a good point for investors and creditors to look to for details and explanations for totals
within the financial statements.
4. In this case, I learned how to account for missing Allowance for Doubtful Accounts and
Bad Debt Expense. I worked backwards to find missing numbers that were used in
activity in these accounts during the prior period. This case also gave me a more defined
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understanding and explanation of an account receivable and how it differs from other
accounts, such as notes receivable.
5. In the future, I plan on using this information that I have learned and turning it into skills
that I will use in my future job. I will have a more in-depth understanding of questions
my clients may ask, and how to properly and efficiently get back to them with verifiable
answers.
Part B:
1. An accounts receivable is an account for where cash or cash equivalent is owed to a
company or corporation by its users. Other names for the accounts receivable account are
trade receivables, royalty advances, receivables from related parties and other
receivables.
2. The difference between an account receivable and a note receivable is a note receivable is
longer-term, written agreement between two parties, and is more formal than an account
receivable. An account receivable is a simple promissory between customers and
operations from the normal course of business, normally an oral transaction between a
costumer and seller.
3. A contra account is technically the opposite of the account it originally defines. It has an
opposite, normal balance. For example, a contra-asset would have a normal credit
balance, rather than a debit balance. The two contra accounts that are associated with
Pearson’s trade receivables are allowance for bad and doubtful debts and allowance for
sales returns. These two accounts allow for Pearson to estimate bad debts and the amount
of sales returns at the end of the operating cycle.
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a. First, a manager would calculate the ending provisions for bad and doubtful debts
of the period by starting with the beginning balances, adding in the estimate for
bad debt expense, and less the amount credited to accounts receivable after the
write-off. This results in the the final amount in allowance for doubtful accounts.
b. To calculate allowance for sales returns and allowances, start with the credited
beginning balance in the account, add the estimate for sales returns and
allowances, and less the amount of actual sales returned. This results in the
ending, credited balance for allowance for sales returns and allowances.
4. Two commonly used approaches for estimating uncollectible accounts receivable are the
percentage- of-sales procedure and the aging-of-accounts procedure. In the percentage of
sales method, the estimates of bad debts is made using the percentage debt is made off of
historical past performance and other factors, such as bad debt. To calculate this
percentage, one would multiply the estimated percentage of bad debts by the total
accounts receivable. In the aging-of-accounts procedure method, the estimate is made by
classifying accounts based on the length of time that which they have been outstanding,
and then further estimating the probability of the expense and using that to find the
estimate of the expense. Using the aging-of-accounts procedure method would result in a
more accurate estimate of the accounts receivable, as dealing with aging account
receivables that provides more recent information. This method improves relevance in the
Pearson’s financial information.
5. Pearson may anticipate that some accounts will be uncollectible, yet the company
extended credit to those customers in the first place. The company extended credit to
those customers assuming, there was research and discussion prior to the distribution.
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The company may have a profession who created an algorithm or formula to figure out
the probability of receiving the accounts receivable. The benefits had to outweigh the
costs in order to extend this credit out. The risks include that the credit analysis process
of research and the creation of an algorithm behind the extended credit was false and that
the accounts receivable will not be returned and result in a bad debt. There is always a
residual risk in giving out money and not having the money returned.
6. Note 22 reports the balance in Pearson’s Allowance for Doubtful Accounts and Bad Debt
Expense. It also reports the account activity during the year, ending December 31, 2009.

a.

Allowance for Doubtful Accounts

72 million (Ending 2008 Balance)
5 million (Exchange)

26 million (Estimated)

20 million (Written-Off) 3 million (Subsidaries)

76 Million (Ending 2009 Balance)

b.

1) Bad Debt Expense

26 million

Allowance for Doubtful Accounts
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26 million

2) Allowance for Doubtful Accounts

20 million

Accounts Receivable

20 million

c. The allowance for doubtful accounts is included in the operating section on the
Income Statement, because this accounts happens in a normal year of business.
7. Note 22 reports that the balance in Pearson’s provision for sales returns was £372 at
December 31, 2008 and £354 at December 31, 2009. Under U.S. GAAP, this contra
account is typically referred to as an “allowance” and reflects the company’s anticipated
sales returns.
Allowance for Sales Returns & Allowances

372 Million (Ending 2008 Balance)
425 Million (Estimate)
443 Million (Actually Returned)
354 Million (Ending 2009 Balance)
a. 1) Allowance for Sales Return & Allowances

443 Million

Accounts Receivable

b. 2) Sales Returns & Allowances

443 Million

425 Million

Allowance for Sales Returns & Allowances

425 Million

c. The Allowance for Sales Returns & Allowances is included in Net Sales, as it is
taken out of sales to achieve Net Sales. On the Consolidated income statement, it
does not go into detail, as only providing sales, but it is assumed that the
Allowance for Sales Returns & Allowances is included.
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8. Create a T-account for total or gross trade receivables. Analyze the change in this Taccount between December 31, 2008 and 2009. Assume that all sales in 2009 were on
account. Prepare the journal entries to record the sales on account and accounts
receivable collection activity in this account during the year.
Total Trade Receivables
1,474 Million (Beginning Balance)
5,624 Million (Credit Sales)

5,216 Million (Cash Collections)
20 Million (Write-Off Bad Accounts)
443 Million (Sales Returns)

1,419 Million (Ending Balance 2009)
a.

Accounts Receivable

5,624 Million

Sales Revenue
b.

5,624 Million

Cash

5,216 Million
Accounts Receivable

c.

5,216 Million

Allowance for Doubtful Accounts

20 Million

Accounts Receivable
d.

20 Million

Allowance for Sales Returns & Allowances
Accounts Receivable

443 Million
443 Million
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CHAPTER 4: Wade Corporation
Part A:
1. By attempting this difficult problem, one must already have a grasp on the function,
limitations, and format of the Income Statement. By having an understanding of this, one
will realize that the questions, or steps, included are those that are included in the Income
Statement after Operating Activities. We are given this number in the original question,
thus we will not have an Operating Section, just a total that we may need to edit with the
following adjustments that are given.
Part B:
1. Wade Corp. has 150,000 shares of common stock outstanding. In 2017, the company
reports income from continuing operations before income tax of $1,210,000. Additional
transactions not considered in the $1,210,000 are as follows.
2. In 2017, Wade Corp. sold equipment for $40,000. The machine had originally cost
$80,000 and had accumulated depreciation of $30,000. The gain or loss is considered
non-recurring.
a. The Loss on sale of equipment can be computated by $40,000 – ($80,000$30,000), ultimately giving the answer of (10,000). This would go under the
Continuing Operations section, which was previously given to us as $1,210,000
before tax.
b. By combining the original $1,210,000 and the (10,000) from the loss on the sale,
the total Income from Continuing Operations before tax is 1,200,000. By
multiplying this number by the income tax of 38%, the total Income after tax from
Continuing Operations is $744,000.
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3. The company discontinued operations of one of its subsidiaries during the current year at
a loss of $190,000 before taxes. Assume that this transaction meets the criteria for
discontinued operations. The loss from operations of the discontinued subsidiary was
$90,000 before taxes; the loss from disposal of the subsidiary was $100,000 before taxes.
a. Here the student would add a new section on the Income Statement for
Discontinued Operations. Under this sub-category, two new accounts would
be listed: Loss from Operations for (90,000) and Loss from Disposal for
(100,000). These are both negative, as they are both losses from the
subsidiary. These two combined would create the Total from Discontinued
Operations before Tax, of (190,000). This number is before tax, so the final
number of ($190,000) would be multiplied by 38% as well.
b. Note: The Final Income from Discontinued Operations net of tax is calculated
separately from the Final Income from Continuing Operations net of tax.
These two incomes cannot be put together and taxed, as the Net Income would
not amount to the right amount, thus be a violation of faithful representation.
c. The tax, coming out to be $72,200, would be added to the negative amount of
($190,000), creating a total of ($177,800) for Income from Discontinuing
Operations.
4. An internal audit discovered that amortization of intangible assets was understated by
$35,000 (net of tax) in a prior period. The amount was charged against retained earnings.
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1. Though there was an error against amortization of intangible assets with an
understatement of $35,000 in a prior period, the company righted this
inaccuracy by charging the amount against retained earnings. Since this was
an error, the prior period adjustment would be included in the Beginning
Retained Earnings, which is exactly what the company did to fix the error.
5. The company recorded a non-recurring gain of $125,000 on the condemnation of some of
its property (included in the $1,210,000).
a. This gain of $125,000 on the condemnation of some property was correctly
included in the $1,210,000 because it is a non-recurring gain, which would go
under the Operating Section is Other Revenues and Gains. Since this
$125,000 was correctly incorporation in the $1,210,000, there is no need to
change or add this again into the Income Statement.
b. By putting all these pieces together, one would come to the last line of
calculating the Net Income by adding the Total Income from Continuing
Operations and the Total Income from Discontinued Operations. These
amounts of $744,000 and ($117,800) would equal the Net Income amount of
$626,200.
c. To finish out the problem, and the income statement, we have to figure out the
Earnings Per Share for each section of the Net Income. The Earnings Per
Share is normally a good indicator of the number of dollars earned by each
share of common stock. In this problem, we will use EPS to find out the EPS
from Continuing, Discontinued, and Net Income Operations.
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ICO = 744000
150000

=

4.96

IDO = -117,800
150,000

=

(0.79)

NI = 673,600
150,000

=

4.17

d. These EPS calculations should always be presented on the face of the balance
sheet, as they are a crucial step in evaluating a company’s financial stability.
EPS is found (above) by taking Income, then subtracting Preferred Stock, and
using that net amount and dividing the amount by the Weighted Shares
Outstanding. There was no preferred stock in this specific problem, so just the
income from each section was taken and divided by the number of weighted
shares outstanding, in this case of 150,000.
e. By completing this problem, one has showed a reliable and true understanding
of how the Income Statement works, and the importance it has for a financial
company.
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CHAPTER 5: Palfinger AG
Part A:
1. This case study focused on the property, plant, and equipment that was controlled by the
Palfinger AG Company. The goal of the case was to use information from the financial
statements to analyze fixed asset and depreciation transactions. Both the straight-line and
double-declining methods of depreciations were used with numbers deriving from
Palfinger’s financial statements. Though both methods use different formats, it was
proved in this case that both methods will calculate the same impact on the income
statement.
2. Palfinger AG is known for manufacturing cranes and owning other types of property,
plant, and equipment in Bergheim, Austria. This emphasis on PPE allowed me to further
expand my knowledge on not only calculating certain numbers and impacts that derive
from PPE, but also broaden my understanding of why the depreciation methods are used
in detail.
3. I will use this newly acquired knowledge in the future when dealing with clients that ask
specific questions on which depreciation method would benefit their specific company
and also use the ability to recognize what property, plant, and equipment is vital to each
company. I also gained a further understanding of what each specific number and
different types of material that appear on the property, plant, and equipment subheading
on the income statement actually represent and how to use them in analyzing the financial
statements accurately and efficiently.
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Part B:
1. Palfinger AG possesses the machines and other equipment to manufacture specific types
of cranes. The company probably has assembly lines to assemble the cranes and to also
manufacture the parts. Warehouses, production plants, and any land the company owns
will also be apart of PPE.
2. The 2007 balance sheet shows property, plant, and equipment of €149,990. The €149,990
represents the monetary value of Palfinger’s property, plant, and equipment. This
cumulative value also represents the most recent value assigned to the group as a whole,
without the necessary expenses removed from such items.
3. Palfinger reports various types of equipment in the notes to the financial statements, such
as plant and machinery, fixtures, fittings, and equipment. The company also owns
buildings and investments in third-party buildings as additional assets.
4. The account “prepayments and assets under construction” represents assets that Palfinger
has paid for, but not yet a serviceable asset, or not in use at the time. It is an asset on the
Balance Sheet, but once the asset is serviceable, the amount in the “prepayments and
assets under construction” transfers over to an asset account that is then created for each
specific asset that was unavailable beforehand. The account does not have any
accumulated depreciation as since the assets are not involved in current operations, they
are not accumulating depreciation of use. The reclassification of €14,958 during 2007
represents the transfer of accounts, as this current asset is now put to use in current
operations. The €14,958 transfers into the various accounts of land and buildings,
undeveloped PPE, plant and machinery, and other plant fixtures, fittings, and equipment.
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5. Palfinger depreciates its property and equipment as soon as they are put into operation.
Depreciation is preformed on a straight-line basis over the prospective useful lives of the
relevant assets, as the technique is used to determine the expected useful life of the PPE.
Straight-line seems like the most accurate way to depreciate, as the company produces
many types of cranes. The advantages to this method is that it provides a consistent basis
for depreciation every year. The disadvantage is that if these cranes aren’t use to their
full-capacity, the depreciation would be too high. On the other hand, if the machines were
over-used and run down, the depreciation would be too low to be accurate for the specific
year.
6. Palfinger routinely opts to perform major renovations and value-enhancing modifications
to equipment and buildings rather than buy new assets. Palfinger treats renovations and
value-enhancing as capitalizations and then are further depreciated over the new or
original useful life. The alternative accounting treatment would be to charge changes
made to accumulated depreciation. This is used when the life of the asset is changed or
updated, thus creating changes to the accumulated depreciation account to cover past
depreciation.
7. Financial Statement Note Analyzation:
a. The purchase of new property, plant and equipment in fiscal 2007. The purchase
of new property, plant and equipment in fiscal 2007 would be €61,444, which this
number comprises the additions for land, buildings, plant and machinery,
undeveloped, and prepayments and assets under construction.
b. Government grants for purchases of new property, plant and equipment in 2007.
The government grants total in €733 from both land, buildings, plant and
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machinery. These grants are then removed when the are identified as income over
the period while also matching accrued expenses with them.
c.

Depreciation expense is €12,557 for 2007, which includes expenses deducting
land and buildings, plant and machinery, and other plant fixtures, fittings, and
equipment.

d. The net book value of property, plant, and equipment that Palfinger disposed of in
2007 was computed by taking the acquisition cost in 2007, which is €13,799 and
subtracting the accumulated depreciation and impairment cost from 2007, which
is €12,298, resulting in the total net book value of €1,501.
8. The statement of cash flows (not presented) reports that Palfinger received proceeds on
the sale of property, plant, and equipment amounting to €1,655 in fiscal 2007. There
would be a gain recorded of €154, as the net value cost of the PPE would be €1,501 yet
the sale was for €1,655. This gain represents the additional money accrued by Palfinger
as the initial cost or value of the PPE was sold above the initial market value.
a. Consider the €10,673 added to “Other plant, fixtures, fittings, and equipment” during
fiscal 2007. Assume that these net assets have an expected useful life of five years and a
salvage value of €1,273. Palfinger recorded a full year of depreciation in 2007 and the
company uses:
i. Straight-line depreciation.
Year

Beginning

Depreciation

Accumulated

Ending

Balance

Expense

Depreciation

Balance

1

10,673

1,880

1,880

8,793

2

8,793

1,880

3,760

6,913
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3

6,913

1,880

5,640

5,033

4

5,033

1,880

7,520

3,153

5

3,153

1,880

9,400

1,273

ii. Double-declining-balance depreciation.
Year

Beginning

Depreciation

Accumulated

Ending

Balance

Expense

Depreciation

Balance

1

10,673

4,269

4,269

6,404

2

6,404

2,562

6,831

3,842

3

3,842

1,537

8,368

2,305

4

2,305

922

9,290

1,383

5

1,383

110

9,400

1,273

9. The loss that would be calculated by the equipment from part i. sold on the first day of
fiscal 2008 for proceeds of €7,500 derives from the balance at the end of the year, and
subtracting the proceeds from the specific sale. This would result €8,793-€7,500 =
€1,293. This comes from the straight-line appreciation method, and thus you would
further include the disposal loss of depreciation expense in year one. This would result in
€1,880 + €1,293 = €3,173. This €3,173 is the total income statement impact of the
equipment that Palfinger owned.
10. The total income statement impact of this equipment for the two years that Palfinger
owned them would increase the income statement. To find the ending balance from the
first year, subtract €6,404, which represents the first year ending balance, from sales.
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These numbers are manufactured using the double-declining balance method, which
result in a gain on disposal of €1,096. This gain is then subtracted from Year One’s
depreciation expense of €4,269. By this deduction of depreciation expense, the overall
income statement impact of the equipment that Palfinger owned will equal €3,173.
11. The total two-year income statement impact of the equipment under the two depreciation
policies were found using different methods and numbers, yet the two impacts’ total
values are equivalent to one another. The first impact that was found from straight-line
depreciation found the loss and then included this loss on disposal in Year One’s
depreciation expense. The second impact that was found from the double-declining
method calculated a gain on disposal, rather than a loss which was found in the straightline method. Though found two different ways, the overall income statement impact was
calculated out to be the same, proving the accuracy of both depreciation methods.
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CHAPTER 6: Volvo Group
Part A:
1. This case study focused on the Volvo Group, emphasizing the effects of research and
development costs that is incurred within the company. The goal of this case was to
understand the process of the research and development stage, and also how to assess the
different costs and expenses that occur within this stage. With use of this stage, the company
is able to supply their customers with different types of everyday use vehicles, such as trucks,
buses, construction equipment, engines, drive systems, and aircraft engine components. The
case also focuses on how these R&D costs, as well as capitalization, influence the different
financial statements.
2. From this case, I have successfully learned how to address different types of expenses, and
whether or not to capitalize each individual cost. This case taught me that expenditures are
capitalized only during the industrialization phase of a product development project, while
other research and development expenses outside of expenditures are charged to income as it
is incurred. I also learned how that, though the International Financial Reporting Standards is
used for international companies, the U.S. GAAP benefits companies that use R&D spending
in a more, beneficial way because GAAP guidelines capture costs in the period in which they
occur.
3. I will use this newly acquired knowledge in the future when dealing with clients that ask
specific questions on how research and development costs affect their company’s financial
statements, and also when to capitalize certain expenses. I also now obtain the understanding
of how these beginning steps are vital to a company, and to minimize these costs will cut
down on total expenses of each project.
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Part B:
1. The 2009 income statement shows research and development expenses of SEK 13,193
(millions of Swedish Krona). The types of costs that are likely included in research and
development expenses are expenditures for development of new products, production
systems and software. These are types of operating expenses that can be deducted on a
business tax return. This type of expense is incurred in the process of finding and creating
new products or services.
2. Volvo Group follows IAS 38—Intangible Assets, to account for its research and
development expenditures (see IAS 38 excerpts at the end of this case). As such, the
company capitalizes certain R&D costs and expenses others. To decipher whether to
capitalize costs or expense costs, knowledge about the process is necessary to move forward.
In normal cases, the factors that the Volvo Group considers as it decides on which to classify
each expense is case-by-case. This reveals that expenditures are capitalized only during the
industrialization phase of a product development project, while other research and
development expenses outside of expenditures are charged to income as it is incurred.
Another factor that influences how the Volvo Group classifies each case is how intangible
assets should be capitalized.
3. The R&D costs that Volvo Group capitalizes each period (labeled Product and software
development costs) are amortized in subsequent periods, similar to other capital assets such
as property and equipment. Notes to Volvo’s financial statements disclose that capitalized
product and software development costs are amortized over three to eight years. It must also
be possible to prove the technical functionality of a new product or software prior to its
development in order for an expenditure to be classified as an asset, which would be
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capitalized. Also taken into account would be the amount of time the product could be in use,
thus the acquisition value for such intangible assets shall be amortized over that estimated
life.
4. Under U.S. GAAP, companies must expense all R&D costs. In my own opinion, GAAP
provides better guidelines to reflect costs and benefits of periodic R&D spending because
GAAP guidelines capture costs in the period in which they are occur. This proves the faithful
representation of GAAP better recognizes the matching principal.
5. Refer to footnote 14 where Volvo reports an intangible asset for “Product and software
development.” Assume that the product and software development costs reported in footnote
14 are the only R&D costs that Volvo capitalizes.
i. The amount of the capitalized product and software development costs, net of
accumulated amortization would be found by taking the Value of the Product and
Software Development of Intangible assets and acquisition costs based of the balance
sheet 2009, 25,148 and subtracting 13,739 from the Value, which the 13,739 representing
the Value of Accumulated Depreciation and Amortization for Product and Software
Development from the Balance Sheet in 2009. This would result in the total net carrying
value for the capitalized product and software development costs of 11,409.
ii. The following is a T-account for the intangible asset “Product and software
development,” net of accumulated amortization.
Cap. Product & Software, net (in SEK millions)
Beg Balance

12,381

Capitalized

2,602

3,126
448
End Balance

Amortization

Adjustment

11,409
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6. The product and software development costs reported in footnote 14 are the only R&D costs
that Volvo capitalizes.
a. Table for Volvo’s Product and software development intangible asset.
(in SEK millions)

2007

2008

2009

2,057

2,150

1,858

2) Total R&D expense on the income statement.

11,059

14,348

13,193

3) Amortization of previously capitalized costs (included

2,357

2,864

3,126

10,759

13,634

11,925

1) Product and software development costs capitalized
during the year.

in R&D expense).
4) Total R&D costs incurred during the year = 1 + 2 – 3

b. Volvo Group found the proportion of Total R&D costs incurred by taking their
product and software development costs capitalized throughout the year, and then
dividing these expenses by the company’s total R&D costs that were also incurred
during the year.
i. To find this proportion:
Product & Software Development Costs Capitalized
Total R&D Costs incurred during the Year
2007: 2,057 = 0.1912 or 19.12%
10,759
2008: 2,150 = 0.1577 or 15.77%
13,634

2009: 1,858 = 0.1558 or 15.58%
11,925
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7. Comparison of Volvo’s research and development expenditures to competitor Navistar
International Corporation. Navistar follows U.S. GAAP that requires that all research and
development costs be expensed in the year they are incurred. The following information is
for Navistar for fiscal year end October 31, 2007 through 2009.
(in US $ millions)

2007

2008

2009

Total R&D Costs incurred during the year, expensed on

375

384

433

Net sales, manufactured products

11,910

14,399

11,300

Total Assets

11,448

10,390

10,028

(73)

191

359

the income statement.

Operating income before tax

a. The following table is derived from Volvo’s eleven-year summary:
(in SEK millions)

2007

2008

2009

Net sales, industrial operations

276,795

294,932

208,487

Total assets, from balance sheet

321,647

372,419f

332,265

8. To calculate the proportion of total research and development costs incurred to net sales from
operations (called, net sales from manufactured products, for Navistar) for both firms,
Navistar and Volvo each took their total R&D costs and then expensed these costs to their
income statement. Both companies then divided these costs by the total net sales of
manufactured products. Volvo Group’s R&D has been increasing, compared to their net
sales, by 1& per year for three consecutive years. Navistar has issues with their net sales in
2009, yet has had a steadily increase on spending of 0.5% over the same comparable three
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years. Both companies still have an overall increase in spending, with positive proportions
for each year.
a. The proportion of total research and development costs incurred to net sales from
operations is calculated by taking:
Total R&D Costs
Net Sales
Navistar Group:
2007:

375 = 0.0315 or 3.15%
11,910

2008:

384 = 0.0267 or 2.67%
14,399

2009:

433 = 0.0432 or 4.32%
10,028

Volvo Group:

2007: 10,759 = 0.0389 or 3.89%
276,795
2008: 13,634 = 0.0462 or 4.62%
294,932
2009: 11,925 = 0.0572 or 5.72%
208,487
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CHAPTER 7: Alteryx Analyzation
Part A:
1. This case study focused on the the data and analytics tool of Alteryx. The goal of the case
was to use gain a better understanding of the database Alteryx, and showcasing on how the
tool works and why it could be beneficial to have understanding of how to use it. Alteryx
Designer assists analysts in business decisions by creating combining data preparation, data
blending, and analytics using the same intuitive user interface. This allows users to utilize his
or her time more efficiently, as they can see Big Data all in one snapshot with useful data that
is needed to make decisions.
2. Alteryx was founded in 2010, created to help analysts make more timely business decisions,
and allow firms build long-lasting, individual relationships with their clients that would go
past the single audit or advisory meeting. The database has built on is foundations created in
2010, to become the leader in self-service data analytics. This title comes from the database’s
ability to achieve results in just hours, whereas traditional approaches would take weeks
3. I will use this newly acquired knowledge in the future when dealing with clients or even the
firm I work for if they have specific questions on what tools the firm should invest in. After
researching and thoroughly looking through all that Alteryx has to offer, I would highly
suggest it to any place of business that has a vast, overlapping data warehouse. Alteryx
would be easy to learn and has benefits that could save vast amounts of time and money. I
also gained a further understanding of how each branch of Auditing, Tax Planning, and
Financial Statement Analysis really works and how Alteryx could be beneficial to that
specific service line.
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Part B:
1. The history and purpose of Alteryx is described as follows:
a. The history of “Alteryx” began with its founding in 2010, by Dean Stoecker
(CEO), Olivia Duane Adams (CCO), and Ned Harding (CTO). These three
founders created Alteryx to help organizations get deeper insights into their
business (alteryx.com). Alteryx has improved to become the leader in self-service
data analytics and achieve results in just hours, whereas traditional approaches
would take weeks. Alteryx Designer assists analysts in business decisions by
creating combining data preparation, data blending, and analytics using the same
intuitive user interface (alteryx.com).
b. Alteryx is more of a facilitating system, as it offers data blending, which allows
the data analyst direct access to the data regardless of its type or source and brings
it together at any level. This means that the data can be joined together at both the
field and the record level, expanded to include multiple key fields, and quite
flexible to join data on non-identical fields. The speed that Alteryx works at saves
precious time to companies, and predicts analytical capabilities to people with
their PA tools.
c. Alteryx makes predictive analytics accessible to every analyst by providing a
repeatable workflow that delivers the self-service data analytics required for
predictive analytics. The system is also compatible with Tableau, as a workflow
in Alteryx can be saved to Tableau format and then later opened up as a file in the
Tableau system.
2. The special skills are needed to use Alteryx to aid in business decision making:
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a. The system is user-friendly, so users do not have to be statisticians to access
Alteryx. These users or analysts do not have to have abilities to write code or
other data mining tools. This is due to the use of a new open source analytical
language called, “R”, that is predicted to push out older tools, such as SAS and
SPSS. This “R” language is provided by Alteryx, so users do not need to know
how to program or write the code.
b. To run Alteryx on this desktop, a 64-Bit Machine, Quad Core I7 Chip, 2.5GHz or
faster processor, 16G Ram, and 500 GB Disk Size would be recommended for
high performance, (alteryx.com). It also allows over 30 drag-and-drop predictive
tools, including Excel and Tableau. So if there are any special tools to gain, the
average student should work on and build his or her excel, word, and other basic
programs’ tools. Besides building on these foundational tools, there are no
required special certificates or tools needed to gain skills in order to use this
program. There are multiple run-through and help videos if a beginner gets stuck.
3. The following are examples of three specific scenarios in which Alteryx would lead to
more efficiency and/or better effectiveness.
a. Auditing
1. Auditors can utilize Alteryx while performing external audits on
companies, by exporting all the company’s Big Data and inputting it into
the system. Then all this data is can be combined into one platform and
sorted into service platforms, receiving date, etc. This will allow the
auditors to be able to check and see any discrepancies easily without
having to go through each statement, invoice, or other reports manually.
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2. Another example would be that if an audit was done on a national-wide
automotive company, Alteryx can be utilized by blending receivables
and profits on vehicles with incoming invoices and checks from
customers into one platform. This would allow auditors to effectively
and efficiently look for inconsistencies within the financial statements,
by pulling all accounts from different service lines, departments, and
even cities.
3. If needed to track different vehicles being shipped across country,
Alteryx could easily allow the user to input the data from the selected
city of the automotive company from Excel, and combine that data with
the information that the original city has collected. Alteryx could
combine the shipping costs from each invoice, which company was used
to ship the vehicles, and even down to the details of where the shippers
stopped for gas. This allows auditors to be more efficient and control
Big Data with just a few clicks by giving them all the information in
front of them, in a readable, user-friendly visualization.
b. Tax Planning
1. Alteryx can be used in tax planning by combining data from companies,
country and state laws, and whatever other information is needed to
minimize the tax payment for the tax analyst’s customer. For example,
the automotive company may want to outsource parts in India, as they
are currently creating parts in China. Alteryx can be used to combine
different costs to make the parts, the tax codes for each country, the laws
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of each province or state in the specified country, and blend all the data
together for analysts to easily figure out what is the cheapest option,
without having to even move a finger. All the analyst has to do is import
the data, program Alteryx how they want the data sorted, and a product
is created.
2. If the automotive plant was concerned about outsourcing their parts, the
program can also blend in different polls that the company recently
conducted about outsourcing concerns. Alteryx can easily turn these
polls into percentages and can create reports for each different province
in India and China, the tax rate for each, and then match each of those
with these polls to pick the least damaging option towards the
company’s reputation.
3. Tax Analysts can also use Alteryx to create progress reports that can be
given to their clients, showing prior tax returns over the pass ten years
and creating a percentage of how much money the analyst has saved the
customer. Alteryx can create a dashboard that combines this past data,
along with the company’s goals and values to easily put together this
report and retain the company’s business. With the use of Alteryx, this
report can easily be formed, by having the different statistics and goals
available, in probably half the time that he or she would have normally
spent scrolling through endless research.
c. Financial Statement Analysis / Valuation / Advisory
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1. Alteryx can be used in evaluating different financial statements by being
able to put all the various financial statements from the past five years
and different accounts within the specific statements together, blend it,
and provide a dashboard that portrays the related information in a way to
easily be understood and quickly compiled into a report that an advisor
can give his or her customer. This allows the analyst not only be more
productive when researching for the customer, but also lets the
relationship be longer-lasting.
2. Alteryx could also potentially be used in estimating future financial
statement factors, in a more efficient and effective way. Alteryx can give
analysts different tools to detect patterns and trends that would give
reasonable assurance to the estimation of future financial statements,
specifically Net Income. These tools could be comprised of different
digital dashboards or charts that could show what was successful in past
years, and what needs to change, be deducted, or amplified in future
fiscal years.
3. Alteryx can also be utilized by advisors in building a client profile. The
database can showcase all prior contact the client has had with the
specific firm, a possible list of different morals and key talking points
that could be utilized by the advisor. This not only helps form a business
relationship, but it also develops a personal relationship that will not
only build a trusting foundation, but will retain the customer’s business.
Alteryx will provide a database that the advisor can see all this
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information at once, with a push of a button. The advisors can also edit
the database for future reference, and make notes that could be
beneficial to his or her partners if they ever take over the client.
4. Alteryx is the newest and ever-changing database that leaves similar programs in the past.
Alteryx is efficient, effective, and user-friendly and would truly transform the firm. It is
easy to learn, especially with bringing in a few professionals to help explain the basics to
our fellow co-workers.
a. Alteryx is a necessity for the firm to invest in, as it will provide a stable, and timesaving platform to build solid and trustworthy foundations for each customer.
Alteryx allows our employees to make and transform different databases that can
include all different types of information that may be pertinent to the project at
hand.
b. This database will not only allow our analysts to see everything at once and make
ample business decisions, but it also can help communication with foreign clients,
by creating a database for each specific client. These specific databases can show
little details such as where the client is from, to the details of the customs of that
region of the country and how they prefer their tea. With all these details and
different information at the touch of their fingers, our employees can be very
time-efficient and form more meaningful relationships that will go over and
beyond the normal customer relationship.
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CHAPTER 8: Rite Aid Corporation
Part A:
1. In analyzing Rite Aid Corporation, I was able to learn about the different types of debt that a
company could have, such as secured and unsecured debt. Secured and unsecured debt differ
in the sense that secured debt is supported by assets of the corporation, while unsecured debt
is based upon whether or not the corporation can repay the debt. Distinguishing between
these two types of debt is needed in decision making for investors, creditors, and lenders. Not
only were the different notes all classified either secured or unsecured, yet they also all
differentiated by containing different interest rates. These different interest rates help finance
the company’s assets, and show which are more reliable and guaranteed to be paid back.
2. I also strengthened my skills on evaluating amortization schedules, and how to properly
create such a schedule so the company can see how much its interest payment will be each
year. I also learned how to calculate an effective interest rate. This can also be done in Excel,
with the RATE formula. This newly acquired skill will not only help me in the future, but I
can also teach others that may have similar problems when retrieving the correct interest rate.
3. This case helped me further develop my understanding of how notes work, and how debt can
effect a company if it is not guaranteed. In the future, I can effectively help a customer in an
accurate and efficient way when calculating long-term debt and debt-related ratios. I also can
use my knowledge gained from this case to further interpret these common debt-related ratios
to affectively explain to my customer in a way he or she will easily understand. I will also
have a more in-depth understanding of questions my clients may ask, and how to properly
and efficiently get back to them with verifiable answers.
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Part B:
NOTE: The case includes numbers which are calculated in 1000s.
1. Various types of debt, such as Indebtedness and Credit Agreement.
a.

Rite Aid’s secured debt is supported by assets of the corporation, while unsecured
debt is based upon whether or not the corporation can repay the debt. Rite Aid
distinguishes between these two types of debt because it is needed in decision
making for investors, creditors, and lenders.

b.

Guaranteed debt means that, even if the obligation to pay off the debt fails, the
debtor will still be liable to pay for the debt with monetary payments or services
that will satisfy the debt. Ride Aid’s unsecured debt is guaranteed by the
Company’s wholly-owned subsidiaries, who also guarantee the senior secured
notes.

c.

The following defines the terms “senior”, “fixed-rate”, and “convertible”:
i.

The term “senior” means that they are preferred debt holders, who
have the responsibility to pay off any debt if the company happens to
go bankrupt.

ii.

The term “fixed-rate” means the interest rate will remain the same
throughout the duration of the period.

iii.

The term “convertible” means that the debt is easily convertible into
other means under special circumstances, such as common stock.

d.

Rite Aid has many different types of debt with a range of interest rates to finance
the firm’s assets with varying interest rates to specialize the different types of
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debt. The difference between secured and unsecured debt also plays a role into the
range of debts, as one could be more reliable than another.
2. Total Debt:
Current

$51,502

LT Debt

$6,185,633

Lease Obligation

$133,764

=

$6,370,899

3. Consider the 7.5% senior secured notes due March 2017.
a.

The face value of these secured notes is $500,000. The note was issued at Par
because there was no change between the 2009 and 2010 fiscal years.

b.

The journal entry that Rite Aid made when these notes were issued.
3/1

Cash

$500,000
Notes Payable

Effects on:

Assets

$500,000
Liabilities

I

I

Net Income
I

c. Annual interest expense journal entry.
3/1

Interest Exp.

$37,500

Cash
Effects on:

Assets
D

$37,500
Liabilities
NE

Net Income
D

d. Journal entry that Rite Aid will make when these notes mature in 2017.
3/1

Notes Payable

$500,000

Cash

$500,000
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Effects on:

Assets

Liabilities

D

D

Net Income
D

4. Consider the 9.375% senior notes due December 2015. Assume that interest is paid annually.
a. 2010
Face Value

$410,000

- Unamortized Discount

- $4,049

Book Value

$405,951

The two values differ due to the Unamortized Discount that deflates the face value of the
note.
b. The calculation of interest Rite Air paid on these notes during the fiscal 2009:
Principal x Rate x Time = Cash Interest Payment
410,000 x 9.375% x 12/12 = $38,438
c. The total amount of interest expense recorded by Rite Aid on these notes for the year
ended February 27, 2010.
2010 Bal – 2009 Bal = Change in CV
$405,951 – $405,246 = $705
Interest Payment + Change in CV = Interest Expense
$38,438 + $705 = $39,143
d. The journal entry to record interest expense on these notes for fiscal 2009.
12/31

Interest Expense

$39,143

Discount on N/P

$705

Cash

$38,438
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Effects on:

Assets

Liabilities

Net Income

D

I

D

e. The total rate of interest recorded for fiscal 2009 on these notes.
Effective Rate = Interest Expense

=

Beg Period CV

$39,143
$405,246

Effective Rate = 9.659%
5. Consider the 9.75% notes due June 2016.
a.

According to note 11, the proceeds of the notes at the time of issue were 98.2% of
the face value of the notes. The journal entry that Rite Aid must have made when
these notes were issued:
6/30/09 Cash

$402,620

Disc N/P

$7,380

N/P
Effects on:

b.

$410,000

Assets

Liabilities

Net Income

I

NE

I

The effective annual rate of interest were these notes issued:
PVSum =

1

= RATE (#periods, - cash int pmts, cash proceeds, PV)

(1+i)n
PVSum = 10.1212%
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c.

Rite Aid uses the effective interest rate method to account for this debt.

Date

Cash

Interest

Bond Discount

Net Book

Payment

Payment

Amortization

Value of Debt

June 30, 2009

--

--

--

$402,620

June 30, 2010

$39,975

$40,750

$775

$403,395

June 30, 2011

$39,975

$40,828

$853

$404,248

June 30, 2012

$39,975

$40,915

$940

$405,188

June 30, 2013

$39,975

$41,010

$1,035

$406,223

June 30, 2014

$39,975

$41,115

$1,140

$407,363

June 30, 2015

$39,975

$41,230

$1,255

$408,616

June 30, 2016

$39,975

$41,357

$1,382

$409,998 ≈
$410,000
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d.

The journal entry that Rite Aid would have recorded February 27, 2010, to accrue
interest expense on these notes:
2/27/10

Effects on:

e.

Interest Expense

$27,167

Disc N/P

$517

Interest Payable

$26,650

Assets

Liabilities

Net Income

NE

I

D

The net book value of the notes at February 27, 2010:

Current Value at 2/27/2010 = [$775 x (8/12)] + $402,620 = $403,137
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CHAPTER 9: Merck and GlaxoSmithKline
Part A:
1. In analyzing Merck & Co., Inc, I was able to learn about the different effects or changes that
could potentially affect Stockholder’s Equity. In this case, I examined the different activities
that Merck had in 2007 and 2017 pertaining to the Statement of Stockholder’s Equity. This
cash also emphasized the differences between common stock and equity stock, as one
contributes to a company’s capital and the other detracts from equity.
2. I also learned the significance between outstanding and issued stock. Outstanding stock can
never be larger than issued, yet it can be equal to or less than issued. If less, the difference
between the two is treasury stock. There are two choices to buy back stocks, or buy treasury
stock, which are on the open-market (“open-market repurchase”) or a “tender-offer”.
3. This case gave me valuable insight on how purchasing, selling, and obtaining stock works
and I will be able to further use these newly acquired skills in the future. When dealing with
future clients, I will be able to explain the differences in these types of stocks and hopefully
will be helpful to decision-making.
Part B:
1. Merck authorized 5,400,000,000 shares of common stock to issue.
2. Merck actually issued 2,983,508,675 shares of common stock at December 31, 2007.
3. The dollar value of common stock reported on the balance sheet as of December 31, 2007
was $29,835.1 million worth of shares issued.
4. 811,005,791 common shares are held in treasury at December 31, 2007.
5. There are 2,172.5 million common shares outstanding at December 31, 2007.
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6. At December 31, 2007, Merck’s stock price closed at $57.61 per share. $125,157.9 million is
the total market capitalization of Merck on December 31, 2007.
7. Companies pay dividends on their common or ordinary shares as they need to give back to
their initial shareholders for investing in the company. A company’s share price normally
will fall when dividends are paid, as it will pay out with cash. This will vary from company
to company, as a company who is growing rapidly will not pay dividends as it wants to invest
in further possible growth.
8. Companies repurchase their own shares, or otherwise known as treasury stock, as a means of
investing in the company. This also decreases the number of outstanding shares on the
market. This also can fix if the company believes its own shares are undervalued, so buying
back shares will raise the stock price.
9. Consider Merck’s statement of cash flow and statement of retained earnings. The journal
entry that summarizes Merck’s common dividend activity for 2007:
Retained Earnings

3310.7 million

Cash

3307.3 million

Dividends Payable

3.4 million

10. During 2007, Merck repurchased a number of its own common shares on the open market.
a.

Merck uses the cost method in accounting for its treasury stock transactions. The
cost method uses the market value that the acquired treasury stocks were priced it,
and uses that value instead of the historical value the shares were originally priced
at.

b.

Refer to note 11 to Merck’s financial statements. Merck repurchased 26.5 million
shares on the open market during 2007.
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c.

Merck paid $1,429.7 million to buy back its stock during 2007. This represents a
financing activity that is found on the cash flow.

d.

Merck cannot disclose its treasury stock as an asset, because it is not an asset but
rather a contra-equity account. If Merck decides to resell this treasury stock in the
future, it will gain cash from the transaction but it cannot receive a gain as it
would increase Net Income.
Part C:

1. Determine the missing amounts and calculate the ratios in the tables below. For
comparability, use dividends paid for both companies rather than dividends declared. Use the
number of shares outstanding at year end for per-share calculations.
Merck ($)
(in millions)

2007

2006

Dividends Paid

($3,307.3 million)

($3,322.6 million)

Shares Outstanding

2,172.5 million

2,167.8 million

Net Income

$3,275.4 million

$4,433.8 million

Total Assets

$48,350.7 million

$44,569.8 million

Operating Cash Flows

$6,999,200,000

$6,765,200,000

Year-End Stock Price

$57.61

$41.94

Dividends per share

$1.52

$1.53

2.64%

3.65%

Dividend yield (dividends
per share to stock price)

57

Dividend payout (dividends
to net income)

1.01

.75

Dividends to Total Assets

6.84%

7.45%

47.25%

49.11%

Dividends to Operating
Cash Flows
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CHAPTER 10: State Street Corporation
Part A:
1. In analyzing State Street Corporation, I was able to learn about the different classification
that securities could potentially have. To decide which classification best suits a security, one
has to look at the motivation within management’s intent for selling the security. If
management has no intent to sell, then it is classified as a debt security. If management does
have an intent to sell, then normally it is classified as an equity security, but in some
circumstances it could be classified as a debt security. With different classifications also
comes different valuation approaches and how to record each security.
2. In this case, I examined the different potential activities that State Street could incur if
receiving dividends or interest from the securities. I also deciphered if each classification’s
market value increased by $1 each period, what effects it would have on the ending balance.
Knowing to decide how each security is classified and why it is classified for that specific
type will be important in the future when buying and selling securities. I can help my future
customers in advising them the benefits and risks in buying each security and can decipher
their intent in buying or selling each security.
3. This case gave me valuable insight on how purchasing securities can also affect the ending
balance of a security, and the overall profits for a company. When dealing with future clients,
I will be able to explain the differences in these types of securities and will be successful in
helping the decision-making process.
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Part B:
1. Analysis of trading securities:
a.

Trading securities are debt securities that the company bought and held primarily
for sale in the near term to generate income on short-term price differences.
Companies use trading securities to generate profits from short-term difference in
price and for quick turnover.

b.

Journal entry to record $1 of dividends or interest received from trading
securities:
Dividends Received:
Cash

1
Dividend Revenue

1

Interest Received:
Cash

1
Interest Revenue

c.

1

The journal entry to record the market value of trading securities increased by $1
during the reporting period:
Trading Securities

1

UHGL – Income

1

2. Analysis Securities available-for-sale:
a.

Available-for-sale securities are debt securities that are not classified as held-tomaturity or trading securities. Companies normally report these securities at fair
value on the balance sheet, but do not report changes in fair value as part of net
income until after selling the security.
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b.

Journal entry to record $1 of dividends or interest received from securities
available-for-sale:
Dividends Received:
Cash

1
Dividend Revenue

1

Interest Received:
Cash

1
Interest Revenue

c.

1

Journal entry to record the market value of securities available-for-sale increased
by $1 during the reporting period:
Investment in AFS Security 1
UHGL – Equity

1

3. Analysis of securities held-to-maturity:
a.

Held-to-maturity securities are debt securities that the company has the positive
intent and ability to hold to maturity. It should not classify a debt security as heldto-maturity if the company intends to hold the security for an indefinite period of
time. These securities are normally held at amortized cost, rather than fair value.
Equity securities should never be classified as held-to-maturity because they do
not have maturity dates, so they would be held for an indefinite period of time.

b.

The journal entry recorded if the market value of securities held-to-maturity
increased by $1 during the reporting period:
There would be no entry because when a security is classified as held-to-maturity,
the fair value adjustment would not be recognized.
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4. Analysis of the “Trading account assets” on State Street’s balance sheet:
a.

The balance on December 31, 2012 in this account is $637 million, which also
represents the market value as these securities are recorded at fair value.

b.

Adjusting journal entry to adjust this account to market value? Ignore any income
tax effects for this part.
Investment in Trading Security

85,000,000

UHGL – Income

85,000,000

5. Analysis of the balance sheet account “Investment securities held-to-maturity”:
a.

The 2012 year-end balance is $11,379,000,000.

b.

The market value of State Street’s investment securities held-to-maturity
securities is $11,661,000,000.

c.

The amortized cost of these securities is $11,379,000,000. The amortized cost
represents the carrying value of the securities, so it will generally be greater than
the original cost for this reason.

d.

The difference between the market value and the amortized cost value is that the
market value is the amount the securities would be sold on the open market to the
public, whereas the amortized cost value is the original cost after deducting
depreciation or other costs that have been used over the period of the investment.
The market value is greater than the amortized cost, so therefore the securities
have gained worth from their original cost. This normally occurs from a drop in
the interest rate or other effects of the market.

6. Analysis of the balance sheet account “Investment securities available for sale”:

62

a.

The 2012 year-end balance is $109,162,000,000. This represents the market value
of the securities at year end.

b.

The amount of net unrealized gain is $1,119,000,000 on the available-for-sale
securities held by State Street at December 31, 2012.

c.

The net realized gain from sales of available-for-sale securities would be
$55,000,000 for 2012. This would impact State Street’s income and cash flow
statements by increasing income and also increasing the investing section in the
cash flow statement.

d.

State Street’s statement of cash flow for 2012 (not included) shows the following
line items in the “Investing Activities” section relating to available-for-sale
securities (in millions):
Proceeds from sales of available-for-sale securities

$5,399

Purchases of available-for-sale securities

$60,812

i.

The journal entry State Street made to record the purchase of availablefor-sale securities for 2012.
Investment for AFS Securities

60,812

Cash
e.

60,812

The journal entry State Street made to record the sale of available-for-sale
securities for 2012.
Cash

5,399

UHGL – Equity
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Net Realized Holding Gains

55

Debt Investments

5,411
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f.

The original cost of the available-for-sale securities sold during 2012 was
$5,344,000,000 since the original cost did not contain the holding gain.
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CHAPTER 11: Zagg Inc.
Part A:
1. In analyzing ZAGG Inc., I was able to further understand how deferred income taxes work
and how they are allocated to the different income tax assets and liabilities. The accounting
for these types of situations are different according to where each of these items show up in
the financial statements, and are further explained the ASC 740. The accounting for taxable
income and income taxes do not have to follow the U.S. GAAP, so the use of ASC 740 for
further defining on how to account for these specific situations is utilized by most
accountants.
2. This case helped me further process on the differences between income tax expense versus
income tax payable, and what each valuation is based upon. I further examined the
differenced between the statutory tax rate and effective tax rate, and how the differences
between the two can immensely impact a company’s financial statements. I also strengthened
my skills on recognizing the differences between book income and taxable income, and the
differences between a temporary and permanent difference.
3. This case helped me further develop my understanding of how deferred income taxes work,
and that the accounting for these taxes to imply them can be handed differently for different
companies and/or situations. In the future, I will be able to effectively help a customer in
deciphering the differences in situations for each tax incurred event throughout the period.
With this knowledge I will be able to interpret the positives and negatives in which the
income tax will have for the financial statements, and net income for that current period and
future periods as well. I will also have a more in-depth understanding of questions from my
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clients who may be confused about different tax laws regarding income taxes, and be able to
efficiently advise them with verifiable answers.
Part B:
1. The term book income is the amount of pre-tax financial income that is calculated under
GAAP. Book income differs from taxable income in that it does not abide with GAAP’s
accounting for taxes. ZAGG’S book income is $23,898,000, shown as income before the tax
provision.
2. In your own words, define the following terms:
a.

Permanent tax differences are differences that will never reverse at the end of the
period. These types of differences arise from issues other than timing between
taxable income and book income. Typically, these permanent differences will
never even out. An example of a permanent tax difference is a nondeductible
expense, such as goodwill amortization expense. This could happen when a
company acquires another company for more than the book value is worth.

b.

Temporary tax differences come from timing differences between book income
and taxable income, unlike permanent tax differences. These timing differences
coming from differences in the two incomes at the end of a period, but will
eventually even-out in the long-run. An example of a temporary tax difference is
depreciating assets two different ways. Throughout the years, the depreciation
expense with be different, but will eventually be the same at the end.

c.

Statutory tax rate is typically mandated and enforced by the government, and is
created where the company’s headquarters are located. Different companies have
different statutory rates, and this is due to them being located in different places.
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d.

Effective tax rate is the rate at which a normal individual or corporation is taxed.
This can be calculated by dividing the tax expense by pretax income, or book
income.

3. Explained below is why a company reports deferred income taxes as part of their total
income tax expense.
a.

Companies include deferred income taxes in tax expense due to the matching
principal, as expenses during the year have to be matched with their revenues. By
including deferred income taxes with these expenses, they will ultimately be
matched up with the corresponding revenues that accrued throughout the year.
This way of matching these taxes to expenses in stated in the ASC 740, released
by FASB, or the Financial Accounting Standards Board, in the Codification.

b.

The Statement 109: Accounting for Income Taxes, or ASC 740, is a set of
financial accounting and reporting standards that deal with the different effects of
income taxes influenced by a company’s past, current, and future activities. It is
located in the FASB Accounting Standards Codification, which is a general guide
for accountants to adhere to GAAP, or the general accepted accounting principles.

c.

ASC 740’s primary goal is to recognize the amount of taxes that are due or can be
refunded for the current year. It also explains how a company reports deferred
income taxes as part of their total income tax expense. In matching taxes to
expenses, and then ultimately to revenues, the matching process can be
categorized for five different groups: continuing operations, discontinued
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operations, extraordinary items, other comprehensive income, and item charged
or credited directly to shareholder’s equity.
d.

A deferred income tax is first evaluated on its technical merits. This means it will
be matched up to the revenue that was incurred in that specific period. This
matching is then evaluated into which group that the revenue should be
categorized in. Finally, with that evaluation, the deferred income tax is then
allocated and put on the specific financial statement the revenue belongs to.

e.

ASC 740 also goes into detail for specific areas and then other considerations. It
states that accountants need to disclose the required accounting guidance he or she
used when evaluating a tax position for deferred income taxes. By providing these
details, it will show how the financial statements are transparent, truthful, and
complete.

4. Explained below is what deferred income tax assets and deferred income tax liabilities
represent.
a.

A deferred income tax asset is basically a future refund available to the company.
This means that a company has received revenue before it was actually earned,
yet was still taxed for the unearned revenue. This will provide the company with a
future deductible amount as they pay tax expenses now, then later will receive a
deductible amount.

b.

An example of a deferred income tax asset would be prepaid rent on an
apartment. A tenant will pay for rent prior to actually living in the apartment, and
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thus the owner will be taxed for the revenue prior to when it was actually received
from the tenant. In the future, this expense will be used as a deductible amount for
future tax expense when the revenue is actually received.
c.

A deferred income tax liability is somewhat the opposite of a deferred income tax
asset. Instead of a future refund available, the company has a future obligation to
pay the tax expense for a specific liability. This could potentially occur when tax
laws and the company’s accounting methods differ, and thus creating a difference
in timing for recognition in income.

d.

An example of a deferred income tax liability is two different depreciation
methods used. A company will use a depreciation method, such as straight-line
depreciation, for allocating the costs to a specific asset, and use a different
depreciation method for calculating its financial statements. The difference
between the two methods will result in a deferred income tax liability.

5. Explained below is what a deferred income tax valuation allowance is and when it should be
recorded.
a.

A deferred income tax valuation allowance is used to offset the deferred tax asset
account, both which are located on the balance sheet in the financial statements.
This type of account should be established if it is more than likely, or greater than
50%, that a company will have the ability to recover the full amount of the
deferred tax asset.

6. The journal entry that ZAGG recorded for the income tax provision in fiscal 2012:
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2012

Income Tax Expense

9,393,000,000

DTA, net

8,293,000,000
Income Tax Payable

17,686,000,000

7. The journal entry to record income tax into its deferred income tax asset and deferred income
tax liability components.
Income Tax Expense

9,393,000,000

DTA

8,002,000,000

DTL

291,000,000
Income Tax Payable

17,686,000,000

8. A reconciliation of income taxes is used when using the federal statutory rate (35%) to
income taxes computed using ZAGG’s effective tax rate. The effective rate is calculated by
taking the total tax expense and dividing it with ZAGG’s total taxable income. This is done
by taking 9,393,000,000 divided by 23,898,000,000, coming out to be 39.3%. This could
potentially be different than the company’s statutory rate due to changes in tax rates over the
years.
9. According to the third table in Note 8 – Income Taxes, ZAGG had a net deferred income tax
asset balance of $13,508,000 at December 31, 2012. Total DTA, net balance
$13,508,000,000. This is net of the valuation allowance and net of the DTL balance. On the
balance sheet it is the current and noncurrent deferred tax assets added up of $6,912,000,000
+ $6,596,000,000.
a. JE – 2015
Income Tax Expense

136,500
DTA
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38,500

Income Tax Payable
b.

175,000

JE – 2016
Income Tax Expense

105,000
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Income Tax Payable

66,500

DTA

38,500

CHAPTER 12: Apple Inc.
Part A:
1. In analyzing Apple Inc., I learned about the recognizing revenue process and the five steps
that are required by GAAP in depicting the transfer of promised goods or services to a
customer that reflects the consideration to which the entity expects to receive in exchange for
goods or services. These five steps are: identify a contract with the customer, identify
performance obligations in a contract, determine the transaction price, allocate the
transaction price to the performance obligation, and recognize revenue when the performance
obligation is met. These five steps are critical in ensuring the correct revenue. recognition
due to the new GAAP standing, as of December 15, 2017 for all public companies.
2. The Asset-Liability approach is now used in context to recognize revenues, as it was created
to be a more disciplined way to establish when revenues are earned and then fully realized. It
is required to analyze contracts with customers and to ensure that each contract indicates
terms and measurements of consideration, and also ensure that the promises in the contract
will be met.
3. In this case, I strengthened my knowledge on the differences between revenues and gains,
and how to successfully recognize each used in practice. I can also ensure that a revenue is
recognized in the correct period, and if not recognize the mistake that has been made by
management. This can further help me in my career to spot errors and ensure that I do not
commit these errors when creating financial statements for my customers. In the future, I can
effectively help a customer in an accurate and efficient way when determining revenues
made for each period and know how to classify that specific revenue for tax purposes as well.
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I will also have a more in-depth understanding of questions my clients may ask, and how to
properly and efficiently get back to them with verifiable answers.
Part B:
1. Revenues are any form of income, whether it is cash or another asset, a company receives
from performing a service or sales of products during a financial period. Revenue differs
from gains in that revenue is the income earned from a company’s main or operating activity.
A gain is a supplemental or peripheral activity other than the company’s main business
operations.
2. A business recognizes revenues when deciphering the transfer of promised goods or services
to a customer that reflects the consideration to which the entity expects to receive in
exchange for goods or services. This is done with a five-step process that includes: identify a
contract with the customer, identify performance obligations in a contract, determine the
transaction price, allocate the transaction price to the performance obligation, and recognize
revenue when the performance obligation is met. The specific accounts and financial
statements that are affected by the process of revenue recognition are the income statement,
balance sheet, and the statement of cash flow.
3. Apple recognizes revenue for the sale of products obtained from other companies based on
the gross amount billed. Apple’s four revenue recognition criteria are persuasive evidence of
an arrangement exists, delivery has occurred, the sales price is fixed or determinable, and
collection is probable. This revenue is recognized in accordance with industry specific
software accounting guidance for standalone sales of software products, sales of software
upgrades, and sales of software bundles with hardware not essential to the functionality of
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the hardware. These four criteria are aligned with the five-step recognition criteria described
in GAAP, as Apple recognizes revenue when the performance obligation is satisfied.
4. Multiple-element contracts are used by companies when a simultaneous sale of multiple
products or service takes place in a single transaction. These types of contracts include
tangible products that contain software that is essential to the tangible product’s functionality
and undelivered software elements. Each product or service is then based on its relative fair
value and the matching principle allocates revenue when it is earned for each individual
element. They pose revenue recognition problems for companies because it is difficult to
determine if a service or product is sold in a bundle, not as a single element. This could cause
issues as if a specific service or item was in a bundle and a customer wanted it alone or
bundled with separate items, the company may have issues matching up the revenues and
sales.
5. Managers can indulge in multiple incentives from self-serving revenue recognition choices,
such as gains from peripheral operations, selling products or capital stock, and the revenue
that is recorded from sales. Also, if managers adhere to Apple’s four criteria, they save time
and money that would cost to go in and fix the errors that needed to be changed, which
would ultimately cost the manager their bonus for the year in most cases.
6. Apple recognizes revenue for the following types of sales:
a.

Apple recognizes revenue for iTunes songs sold online when the content, or the
song, is bought by a customer to the third party, who is the primary owner. Apple
acts as a commissioner in the deal, accounting for these third-party sales on a net
basis, yet only recognizing revenue in commission from each sale. This
commission is found in the net sales in the Consolidated Statement of Operations.
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b.

Apple recognizes revenue for Mac-branded accessories whenever the sale is
made, as Apple is the primary owner of these accessories. These products are
normally sold online or in the Apple Store, so revenue recognition tends to be
easier to determine when Apple is the primary owner, thus able to directly bill the
customer.

c.

Apple recognizes revenue for iPods sold to a third-party reseller in India when the
reseller takes possession of the products. Once the reseller takes possession of the
products, the performance obligation has been filled by Apple, who can then
recognize revenue. When the third-party reseller sells to a customer of their own,
that is now the reseller’s revenue, not Apple’s.

d.

Apple recognizes revenue from gift cards when gift cards are redeemed. Gift card
revenue is an obligation to deliver goods or services in the future, thus it becomes
a liability. The income recognized from gift cards that are never expected to be
redeemed is known as breakage income, according to ASC 606. Companies are
also expected to use the redemption pattern method under ASC 606, which is prorated recognition based on the redemption pattern of the gift cards sales.
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